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An Industrialist on Business Ethics 


Owen D. Young, in a recent address in the Park 
Avenue Baptist Church, New York, explained the way 
in which ethical issues arise in modern business. The 
address was so unusual and so authoritative as to warrant 
extensive quotation. The general subject was “What Is 
Right in Business ?” 

“Now I am not here,” Mr. Young said, “to say that 
all is right with business. It is far from that. But I 
am here to say that in the last quarter of a century, we 
have made great progress toward the right. Our diffi- 
culty does not come so much from bad men or bad 
principles as it does from the difficulty of applying right 
principles to increasingly complicated situations. True, 
we have still an occasional drunken driver, an occasional 
malicious driver, an occasional ignorant driver, but they 
are not our principal danger. Our greatest risk is in 

e mistaken judgment of good drivers or their inex- 


Mfperience or carelessness where the traffic is heavy and 
on™ the signals are complicated. 
d tof “Let us take an example or two. What is right or 


wrong with the discount rate of the Federal Reserve 
Bank of New York, or with the bank rate, as they say 
in London, where it is fixed by the Bank of England? 
Do you say there is no question of right or wrong in the 
moral sense of the bank rate—that is a financial matter? 
And yet I am here to tell you that I know of no act in 
business which bristles more with moral problems than 
the fixing of a bank rate. I do not mean problems in 
the sense that the men who fix that rate are likely to act 
in bad faith. Not at all. I mean in the sense that men 
may fail to apply correctly the sound moral principles 
which they recognize to a difficult and complicated busi- 
ness problem. Sometimes later when the thing has been 
done, and looking backward it is found that a mistake 
was made, then it seems so clear what should have been 
done that men without experience or with little experi- 
ence, Or men who are looking for trouble, say something 
: ae with business—look how that bank rate was 
xed, 

“Now the making of a bank rate affects the volume 
of currency and credit. It increases or diminishes the 
value of money. Every wage earner is affected 
in the purchasing power of his earnings by the bank rate. 
Every aged person or invalid dependent upon the income 
of a trust fund may have more or less of the things he 
needs as a result of the bank rate. It is a high moral 
ponsibility to fix a bank rate. 

_ When I was in Germany in February of 1924 work- 
@ ‘Ng on the Dawes Plan, you will remember that the 
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currency of Germany was depreciating so rapidly that 
the industries paid their wages daily, and sometimes in- 
deed twice a day. Standing with the lines of employes 
was another line of wives and mothers waiting for the 
marks. The wife grabbed the paper from her husband’s 
hand and rushed to the nearest provision store to spend 
it quickly before the rapid depreciation had cut its pur- 
chasing power in two. When the representatives of labor 
in Germany appeared before the Dawes Committee, I 
put to them this question: ‘What can this Committee 
do for German labor? I expected the answer to be 
some one of the slogans of labor, such as the eight-hour 
day, old age or disability pensions, insurance against 
unemployment, or something of that kind. Much to my 
surprise the answer came promptly: ‘What your Com- 
mittee must do for German labor is to give us a stable 
currency.’ ‘Do you know,’ the representatives of Ger- 
man labor said, ‘that for many months it has been im- 
possible for a wage earner in Germany to perform any 
of his moral obligations? Knowing that a child was 
coming to the family at a certain time, there was no way 
by which the husband, through effort or sacrifice or sav- 
ings, could guarantee his wife a doctor and a nurse when 
that event arrived. One knowing that his mother was 
stricken with a fatal disease could not by any extra effort 
or sacrifice or saving be in a position to insure her a 
decent burial on her death. And so he said: ‘Your 
Committee must, just as a basic human thing, give us a 
stable currency and thereby insure to the worker that his 
wages will have the same purchasing power when he 
wants to spend them as they had when he earned them.’ 
Ladies and Gentlemen, prior to that I had always thought 
of money and currency and credit as a mechanism of 
finance, impersonal in its operation. Not until then had 
I appreciated how closely it lies to life and the basic 
moral problems of every man and woman. Yes, indeed, 
here the traffic is heavy and the signals complicated. 
“Now why have I taken all this time to speak of a 
very remote and highly technical question such as the 
fixing of the bank rate? Why have I endeavored to 
suggest to you that moral questions are involved in that 
particular action? It is only for this: I want you to 
get in your mind now, once and for all, that when you 
discuss what is right in business the difficulty lies not 
in determining what is right in principle. It is rather in 
the application of the principle to the vast, complex prob- 
lems of our modern business. If you ask me with refer- 
ence to business what is right in principle, I answer that 
the golden rule supplies all that a man of business needs ; 
yet if you ask me to apply the golden rule to a bank rate, 
I find it amazingly difficult to do. It is like telling me 
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to apply the multiplication table to the design and manu- 
facture of a steam turbine. I know the principles of 
mathematics underlie the building of that great machine, 
but it is a highly difficult problem to step from the multi- 
plication table to the steam turbine. If by any chance 
that turbine is not built in accordance with mathematics 
it will explode, lives will be lost, and ruin come to many 
innocent people. And so the design of a turbine requires 
conscience and care in the engineer and the highest regard 
for moral values at every step in order that the machine 
intended for service and value to man may not turn out 
an instrument of menace and destruction. 

“To return, however, to the point. What is right in 
business requires, in highly complicated situations, that 
the golden rule be applied by men of great understanding 
and knowledge, as well as conscience. They must be 
technicians in the sense of making the connecting link 
between the golden rule on the one side and the most 
complicated business transaction on the other. They 
must be as highly skilled as the turbine engineer who 
makes the connection between the multiplication table 
and the modern high-pressure turbine with its high tem- 
perature, wheels revolving at great speed, and an elec- 
trical output which if let loose is as destructive as the 
lightning of the gods.” 


The Credit Situation 


As the preceding article makes clear, all who receive 
income from wages, salaries, and interest, as well as those 
who receive income from dividends and profits, are 
affected by money rates and the credit situation. A 
speculative craze may result in serious financial disor- 
ganization and may hinder commerce and industry in 
carrying on production and distribution of goods at prices 
which permit the widest range of consumption. Thus, 
to the extent that credit inflation results in higher prices 
and higher money rates for those who are engaged in 
commerce and industry, it becomes a matter of vital con- 
cern demanding ways and means of control. 

The annual report of the Federal Reserve Board * calls 
attention to the fact that “in recent years the most rapid 
expansion in bank credit has ‘been in the direction of 
increasing use of bank funds in investments and loans 
on securities. Between the middle of 1925 and the middle 
of 1928 member bank’ holdings of investments increased 
from $8,863,000,000 to $10,758,000,000 and their loans 
on securities from $6,718,000,000 to $9,068,000,000. At 
the present time, of the total volume of nearly $35,700,- 
000,000 of loans and investments of member banks more 
than 57 per cent is either in investments in or loans on 
securities. Securities thus underlie considerably more 
than half of the outstanding volume of member bank 
credit. The proportion of bank credit that is based on 
securities has been rapidly increasing.” 

In order to appreciate the full significance of this 
statement it is necessary to have in mind certain im- 
portant facts pertaining to the functions of commercial 
banks. It is the principal business of the 29,180 com- 
mercial banks in this country to supply short-time loans 
to individuals engaged in trade and industry. For the 
most part, commercial banks in making these loans are 
able to sell credit to borrowers because only a certain 
percentage of depositors are likely to demand their money 
at any one time. Thus, these banks make their profits 
chiefly by selling credit based on other people’s money 


a oy by the New York Times, March 2, 1929. 
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rather than by loaning money provided by stockholders, 
The more depositors they have and the more loans they 
can make the greater the profits. 

To carry on this business successfully commercial 
banks must not only know the extent of the demands for 
cash which their depositors will make upon them but 
they must see that the loans they make mature at fre. 
quent intervals. This keeps their cash reserves built up 
and their funds “fluid” because commercial loans are 
only supposed to run from 30 to 90 days. A higher 
percentage of reserves must be kept against “demand” 
deposits than against “time” deposits. This distinction 
practically determines the character of commercial banks 
as compared with investment banks which deal in long- 
time securities. 

Commercial banks, furthermore, provide the elastic 
element in our currency. When the member banks of 
the Federal Reserve System have expanded their credit 
to a point where they do not have sufficient cash reserve 
against their deposits, or when they need currency, they 
are permitted to rediscount short time commercial paper 
with the Federal Reserve banks and obtain Federal Re- 
serve notes. But they are not allowed to rediscount paper 
which has been issued or drawn for investment purposes 
or for speculation on the stock exchange. Therefore, 
when the Federal Reserve Board calls attention to the 
fact that 57 per cent of the outstanding volume of mem- 
ber bank credit is based ultimately on securities and 
that the proportion is increasing it is pointing to a 
factor which makes for rigidity in the banking situation 
and which may be carried to a point that will necessitate 
forced liquidation of loans. 

The Board points out that the influence exerted by a 
Federal Reserve bank on the loan and investment policy 
of member banks “is ordinarily exercised only over banks 
that are borrowers from the reserve banks.” Thus, the 
degree to which the member banks tie up their funds in 
investments and loans based on securities is a matter 
which the Board can influence only indirectly. But the 
Federal Reserve banks hold all of the reserves of the 
member banks and through credit policy can influence 
the rate of growth of these reserves. Therefore the 
Federal Reserve System has a responsibility, within the 
limits of its powers, for the character of the growth in 
the total volume of member bank credit. In this connec- 
tion the Federal Reserve Board calls attention to the fact 
that “increased loans and investments of member banks, 
regardless of the purpose for which the loan or invest- 
ment is made, result in the creation of additional de- 
posits,” because the banks simply credit depositors’ ac- 
counts with the amounts of the loans. And “a growth 
in deposits, resulting from an increase in any class of 
loan or investment, in turn increases the reserve requife- 
ments of member banks and consequently their demand 
for reserve bank credit. Every class of loan or invest 
ment, therefore, rests in the final analysis upon reserve 
bank credit, which is the base of the entire credit struc- 
ture, and excessive or too rapid growth in any field of 
credit, whether it be commerce, industry, agriculture of 
the trading in securities, is a matter of concern to the 
Federal Reserve System.” Thus, “too rapid expansion 
of bank credit in any field may result in serious financial 
disorganization and it inevitably leads to increased demand 
for reserve bank funds.” P 

Federal Reserve banks can influence money rates and 
the expansion and contraction of credit by regulation of 


the discount rates charged member banks and by increas | 


ing or decreasing their own security holdings by buying 
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or selling. “Low money rates may have a favorable 
effect on domestic business, but at the same time may 
stimulate speculation in securities, commodities or real 
estate. High money rates, on the other hand, may exert 
a moderating influence on speculation, but at the same 
time may result in a higher cost of credit to all lines of 
business and thus be detrimental to commerce and in- 
dustry.” If raised high enough and continued long 
enough they cause the importation of gold in order to 
ease the domestic situation. 

The Federal Reserve banks have raised their discount 
rates and have sold government securities which withdrew 
Federal Reserve funds from the market and increased 
the expense of the member banks in replenishing their 
reserves at higher rates. Furthermore, during 1927- 
1928, $500,000,000 in gold was withdrawn from our bank 
reserves by foreign countries. This “made a very big 
gap in the $2,400,000,000 of member bank reserves, which 
had to be replenished, and which could only be replenished 


rey by methods which made rates move upward. The biggest 
per single source [of replenishing] was rediscounting by 
Re. member banks and the rediscounts stood on February 6, 
per [1929,] at $852,000,000 as against $459,000,000 on Feb- 
tuary 8, 1928.” 


Call loan rates rose to 12 per cent at the end of 
December, 1928, and again on March 7, 1929, and money 
rates in general would have risen to much higher levels 
had not other factors offset the demand for loans. The 
chief factor has been the money loaned to brokers on call 
by corporations having surplus funds to invest. From 
reports of the Federal Reserve System and the Stock 
Exchange it is estimated that this “outside money” 
amounted on February 6, 1929, to $3,600,000,000.° At 


a 

cy the beginning of 1927 this class of brokers’ loans 
nks  2mounted to 271% per cent of the total in contrast with 
the M47 per cent on February 6, 1929," when brokers’ loans 


aggregated $5,669,000,000. 


In response to a warning by the Federal Reserve Board 
the | 1 February 7 the banks in New York curtailed their 
the loans somewhat but by March 7 brokers’ loans had 
nce | ‘eturned nearly to their former level, or $5,647,000,000, 
the (@ Which is accounted for mostly by funds loaned by corpor- 
the @ ations. This “outside money” is a most uncertain factor 
1 in fp because it is subject to sudden withdrawal when corpora- 
nec- | tons need to pay dividends, taxes and invest in produc- 
fact @ tive equipment. Moreover the volume of eligible com- 
nks, @ Mercial paper and United States Government securities 


which the member banks can rediscount to build up their 


de- @ ‘eserves has decreased from 25 per cent of their total 

ac- @ Joans and investments in 1920 to 15 per cent in February, 
wth | 1929.° Since the Federal Reserve System has the 
; of @ ‘sponsibility of controlling the credit situation the ability 
tiree @ Of the banks to meet their reserve requirements in the 
and ( face of the speculative activities of corporations and the 
vest-  €XPortation of $500,000,000 in gold to foreign countries 
erve comes a highly important matter. 

ruc- § , Regardless of the speculative activities of the corpora- 
1 of @ “ons there are those who hold that “the Federal Reserve 
e of im Authorities can control the money market if they will’' 
the @ and that if they “should reduce the credit which they 
sion | ¢Xtend to the market by say, $180,000,000, the re- 
nial | SUultant effect upon money rates in the stock market would 
|eave no doubt as to who is master of the situation.” 


.* Anderson, B. M. “Some Sidelights on the Money Situation,” The Chase 
oma Bulletin, February 13, 1929, p. 5. 
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This view is also supported by a leading banker and 
former member of the Federal Reserve Board.’ “From 
the economic lessons taught by the aftermath of the great 
war we learned that the excessive creation of money or 
bank credit without an equivalent production of assets 
spells inflation. Yet the public mind does not appear to 
realize that the creation of an inflated purchasing power 
is not a monopoly enjoyed by governments.” And 
further, “If orgies of unrestrained speculation are per- 
mitted to spread too far . . . the ultimate collapse is 
certain not only to affect the speculators themselves but 
also to bring about a general depression involving the 
entire country.” And “when the extravagant use of 
funds for speculative purposes absorbs so much of the 
nation’s credit supply that it threatens to cripple the 
country’s regular business, then there does not seem to be 
any doubt as to the direction in which the Federal Re- 
serve System ought to exercise its influence quickly and 
forcefully. That the country’s banking system is 
tossing about today without its helm being under the con- 
trol of its pilots gives cause for deep concern. Yet the 
fault does not seem to lie so much with the men in charge 
of it as with the structural defect of its administrative 
organization. The banking fraternity would be well ad- 
vised to anticipate radical congressional proposals by 
taking the lead in seeking the lines along which reform 
may be brought about.” 


Postal Credit Unions 


The report of the Director of Service Relations” of 
the United States postal service summarizes the growth 
of credit unions of the postal service from 1923 to 1928. 
The first credit union was formed by the Local Service 
Council of Brockton, Mass., January 17, 1923, with eight 
shareholders and assets of $18.50. This credit union 
inaugurated a movement which has attained considerable 
magnitude. 

The credit unions are cooperative savings and loan 
associations for the purpose of encouraging systematic 
saving and of enabling the members to obtain loans at 
a reasonable rate. Each member has one vote regardless 
of the number of his shares, and the membership is limited 
to a particular post office, a group of small offices, or a 
postal district. The prevailing interest rates are one per 
cent a month on unpaid balances but some of the credit 
unions charge from six to seven per cent per annum, dis- 
counted. The prevailing dividend rates on fully paid 
shares range from six to eight per cent. In a few cases 
the dividend rates have been higher but this is not 
regarded as in keeping with credit union principles. 

By April 1, 1925, there were 36 credit unions having 
5,087 shareholders and assets of $166,390. The total 
number of loans were 3,756 and the total amount loaned 
was $283,634. On December 31, 1928, the number of 
credit unions had increased to 190, the shareholders to 
25,397, the assets to $1,770,952, the number of loans to 
57,055 and the total amount loaned to $6,329,936. In 
view of the need for encouraging thrift and the need 
among workers for small loans at reasonable rates these 
figures represent cooperative banking operations of great 
significance. The scheme points the way to self-help 
which may take on large proportions among workers in 
every industry. The chief need is for instruction regard- 
ing the advantages of the credit union and for systematic 


® Statement of Paul Warburg, chairman of the board of the International 
Acceptance Bank, Inc., New York Times, March 8, 1929. 
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encouragement such as is possible among the employes 
of a whole industry as in the postal service. 


Unemployment Relief in Great Britain 


During the seven and one half years ending in June, 
1928, Great Britain spent £84,000,000 on roads, sewers 
and sewage disposal, docks, harbors, quays, water works, 
electric plants, and parks and recreation facilities in order 
to give work to the unemployed. The expenditure of 
£3,125,000 by public utility companies has also helped 
out the situation. There is complaint now, however, that 
expenditures along these lines are dwindling (Spectator, 
November 10, 1928, p. 682) and they are very much 
needed to provide work. 

Unemployment insurance has done much to relieve dis- 
tress but it requires vigilance on the part of the insurance 
officers to deal with those “not genuinely seeking work.” 
From July 10 to September 10 the total disallowances 
were 80,475, of which 32,820 were against those not 
genuinely seeking work. There were in addition 8,361 
cases of “employment lost through misconduct” and 
12,001 cases of “employment left voluntarily without just 
cause.” There were 32,910 cases which were heard in 
courts of referees, who recommended that the allowance 
should be given in 11,452 cases, leaving 21,450 disallowed. 
The fact that there were over 69,000 disallowances alto- 
gether in two months is said to “reveal a high degree of 
demoralization” which calls for a change in administra- 
tive methods. The data also reveal that there is a “hard 
core” of 7 per cent of the unemployed, consisting mainly 
of men over 45 years of age. Fortunately, however, the 
British are in a position to get the data which show actual 
conditions and to deal with the problem in accordance 
with relative need. 


Rural Pamphlets and Study Outlines 


The Extension Service of the United States Depart- 
ment of Agriculture, after long preparation, has done a 
most unusual and useful service by bringing out a 
pamphlet on The Rural Church and Cooperative Extension 
Work. (Circular No. 57, January, 1929, Washington, 
D. C., United States Department of Agriculture.) The 
circular was written by H. W. Hochbaum, of the Exten- 
sion Service, and its preparation was under the direction 
of Dr. C. B. Smith. The subject matter is fully described 
in the subtitle which reads, “An Outline of What Exten- 
sion Work Is and How It May Aid the Rural Church in 
Community Improvement.” The religious worker finds 
in it a concise interpretation of the scope and methods of 
agricultural extension work, and many practical sugges- 
tions as to how extension workers and religious workers 
may cooperate in community tasks. 

The New York League of Women Voters, New York 
City, has published a brief study outline upon The Agri- 
cultural Situation, prepared at the request of its Com- 
mittee on Living Costs by the Associate Secretary of this 
Department, Dr. Benson Y. Landis. The outline consists 
of brief statements of available data upon (1) The Agri- 
cultural Situation in the United States and (2) Proposals 
for Improving the Agricultural Situation. It provides 
ready material for study groups or for individuals who 
want a concise outline of pertinent data. 


The Inquiry, New York, for March, contains among 
other study outlines one on The Question of Farm Relief, 
for which the reference material, including facts as to the 
present legislative situation and lists of articles and books, 
was prepared by Dr. Landis. This outline provides a 
guide for those who wish to follow the developments of 
the special session of Congress which has been called to 
enact agricultural legislation. A limited number of copies 
of this issue of The Inquiry are available on request to 
INFORMATION SERVICE subscribers. 

The Department also has available a small number of § 
copies of a reprint of a debate outline on How Shall 
Congress Assist Agriculture? prepared by Dr. Landis and 
published in the Scholastic. The outline contains an in- 
troductory statement, an affirmative and a negative brief, 
and a short list of references upon the question, “Re- 
solved: That a program of assistance to agriculture 
based on the McNary-Haugen equalization fee for dis- 
posal of surplus crops should be immediately adopted by 
the Federal Government.” 


Universal Religious Peace Conference 


Plans are being made for a Universal Religious Peace 
Conference to discuss the contribution which religion may 
make to the establishment of universal peace. A pre- 
liminary conference was held at the invitation of the 
Church Peace Union in Geneva, September 12-14, 1928, 
to “consider how the forces of religion in all nations can 
be mobilized in a concerted action against war and that 
spirit and those things that make for war.” There were 
191 delegates representing eleven religious systems pres- 
ent at the meeting. It was unanimously agreed that a 
world peace conference of representatives of the various 
great religions should be held in 1930, if possible, prefer- 
ably in the Orient. A committee of 17 was created with 
the responsibility of forming an executive committee of 
70 which should have charge of all details. The members 
of the conference will not be official representatives of 
the religious bodies but will be selected by the executive 
committee, or by a special committee. The executive 
committee will determine the proportionate number to be 
invited, and care will be taken to have all religious groups 
as fully represented as possible. 


The statement of purpose adopted at Geneva says in 
rt: 

“The Universal Conference designs neither to set up 
a formal league of religions, nor to compare the relative 
values of faith, nor to espouse any political, ecclesiastical, 
or theological or social system. Its specific objects will be: 

“1. To state the highest teachings of each religion on 
peace and the causes of war. 

“2. To record the efforts of religious bodies in 
furtherance of peace. 

“3. To devise means by which men of all religious 
faiths may work together to remove existing obstacles to 
peace; to stimulate international cooperation for peace 
and the triumph of right; to secure international justice, 
to increase goodwill, and thus to bring about in all the 
world a fuller realization of the brotherhood of men. 

“4. To seek opportunities for concerted action among 
the adherents of all religions against the spirit of violence 
and the things that make for strife.” 

Information may be secured from the Universal Relig- 
ious Peace Conference, 70 Fifth Avenue, New York City. 
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